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shall be treated as dividends, see sec-
tion 333 and the regulations there-
under. For rules determining when 
amounts received in exchanges under 
section 354 or exchanges and distribu-
tions under section 355 shall be treated 
as dividends, see section 356 and the 
regulations thereunder. 

(c) Dividends on stock sold. When 
stock is sold, and a dividend is both de-
clared and paid after the sale, such div-
idend is not gross income to the seller. 
When stock is sold after the declara-
tion of a dividend and after the date as 
of which the seller becomes entitled to 
the dividend, the dividend ordinarily is 
income to the seller. When stock is 
sold between the time of declaration 
and the time of payment of the divi-
dend, and the sale takes place at such 
time that the purchaser becomes enti-
tled to the dividend, the dividend ordi-
narily is income to him. The fact that 
the purchaser may have included the 
amount of the dividend in his purchase 
price in contemplation of receiving the 
dividend does not exempt him from 
tax. Nor can the purchaser deduct the 
added amount he advanced to the seller 
in anticipation of the dividend. That 
added amount is merely part of the 
purchase price of the stock. In some 
cases, however, the purchaser may be 
considered to be the recipient of the 
dividend even though he has not re-
ceived the legal title to the stock itself 
and does not himself receive the divi-
dend. For example, if the seller retains 
the legal title to the stock as trustee 
solely for the purpose of securing the 
payment of the purchase price, with 
the understanding that he is to apply 
the dividends received from time to 
time in reduction of the purchase price, 
the dividends are considered to be in-
come to the purchaser. 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as 
amended by T.D. 6777, 29 FR 17807, Dec. 16, 
1964] 

§ 1.61–10 Alimony and separate main-
tenance payments; annuities; in-
come from life insurance and en-
dowment contracts. 

(a) In general. Alimony and separate 
maintenance payments, annuities, and 
income from life insurance and endow-
ment contracts in general constitute 
gross income, unless excluded by law. 

Annuities paid by religious, charitable, 
and educational corporations are gen-
erally taxable to the same extent as 
other annuities. An annuity charged 
upon devised land is taxable to the 
donee-annuitant to the extent that it 
becomes payable out of the rents or 
other income of the land, whether or 
not it is a charge upon the income of 
the land. 

(b) Cross references. For the detailed 
rules relating to— 

(1) Alimony and separate mainte-
nance payments, see section 71 and the 
regulations thereunder; 

(2) Annuities, certain proceeds of en-
dowment and life insurance contracts, 
see section 72 and the regulations 
thereunder; 

(3) Life insurance proceeds paid by 
reason of death of insured, employees’ 
death benefits, see section 101 and the 
regulations thereunder; 

(4) Annuities paid by employees’ 
trusts, see section 402 and the regula-
tions thereunder; 

(5) Annuities purchased for employee 
by employer, see section 403 and the 
regulations thereunder. 

§ 1.61–11 Pensions. 

(a) In general. Pensions and retire-
ment allowances paid either by the 
Government or by private persons con-
stitute gross income unless excluded by 
law. Usually, where the taxpayer did 
not contribute to the cost of a pension 
and was not taxable on his employer’s 
contributions, the full amount of the 
pension is to be included in his gross 
income. But see sections 72, 402, and 
403, and the regulations thereunder. 
When amounts are received from other 
types of pensions, a portion of the pay-
ment may be excluded from gross in-
come. Under some circumstances, 
amounts distributed from a pension 
plan in excess of the employee’s con-
tributions may constitute long-term 
capital gain, rather than ordinary in-
come. 

(b) Cross references. For the inclusion 
of pensions in income for the purpose 
of the retirement income credit, see 
section 37 and the regulations there-
under. Detailed rules concerning the 
extent to which pensions and retire-
ment allowances are to be included in 
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or excluded from gross income are con-
tained in other sections of the Code 
and the regulations thereunder. 
Amounts received as pensions or annu-
ities under the Social Security Act (42 
U.S.C. ch. 7) or the Railroad Retire-
ment Act (45 U.S.C. ch. 9) are excluded 
from gross income. For other partial 
and total exclusions from gross in-
come, see the following: 

(1) Annuities in general, section 72 
and the regulations thereunder; 

(2) Employees’ annuities, sections 402 
and 403 and the regulations thereunder; 

(3) References to other acts of Con-
gress exempting veterans’ pensions and 
railroad retirement annuities and pen-
sions, section 122. 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as 
amended by T.D. 6856, 30 FR 13316, Oct. 20, 
1965] 

§ 1.61–12 Income from discharge of in-
debtedness. 

(a) In general. The discharge of in-
debtedness, in whole or in part, may re-
sult in the realization of income. If, for 
example, an individual performs serv-
ices for a creditor, who in consider-
ation thereof cancels the debt, the 
debtor realizes income in the amount 
of the debt as compensation for his 
services. A taxpayer may realize in-
come by the payment or purchase of 
his obligations at less than their face 
value. In general, if a shareholder in a 
corporation which is indebted to him 
gratuitously forgives the debt, the 
transaction amounts to a contribution 
to the capital of the corporation to the 
extent of the principal of the debt. 

(b) Proceedings under Bankruptcy Act. 
(1) Income is not realized by a taxpayer 
by virtue of the discharge, under sec-
tion 14 of the Bankruptcy Act (11 
U.S.C. 32), of his indebtedness as the re-
sult of an adjudication in bankruptcy, 
or by virtue of an agreement among his 
creditors not consummated under any 
provision of the Bankruptcy Act, if im-
mediately thereafter the taxpayer’s li-
abilities exceed the value of his assets. 
Furthermore, unless one of the prin-
cipal purposes of seeking a confirma-
tion under the Bankruptcy Act is the 
avoidance of income tax, income is not 
realized by a taxpayer in the case of a 
cancellation or reduction of his indebt-
edness under— 

(i) A plan of corporate reorganization 
confirmed under Chapter X of the 
Bankruptcy Act (11 U.S.C., ch. 10); 

(ii) An ‘‘arrangement’’ or a ‘‘real 
property arrangement’’ confirmed 
under Chapter XI or XII, respectively, 
of the Bankruptcy Act (11 U.S.C., ch. 
11, 12); or 

(iii) A ‘‘wage earner’s plan’’ con-
firmed under Chapter XIII of the Bank-
ruptcy Act (11 U.S.C., ch. 13). 

(2) For adjustment of basis of certain 
property in the case of cancellation or 
reduction of indebtedness resulting 
from a proceeding under the Bank-
ruptcy Act, see the regulations under 
section 1016. 

(c) Issuance and repurchase of debt in-
struments—(1) Issuance. An issuer does 
not realize gain or loss upon the 
issuance of a debt instrument. For 
rules relating to an issuer’s interest de-
duction for a debt instrument issued 
with bond issuance premium, see 
§ 1.163–13. 

(2) Repurchase—(i) In general. An 
issuer does not realize gain or loss 
upon the repurchase of a debt instru-
ment. However, if a debt instrument 
provides for payments denominated in, 
or determined by reference to, a non-
functional currency, an issuer may re-
alize a currency gain or loss upon the 
repurchase of the instrument. See sec-
tion 988 and the regulations there-
under. For purposes of this paragraph 
(c)(2), the term repurchase includes the 
retirement of a debt instrument, the 
conversion of a debt instrument into 
stock of the issuer, and the exchange 
(including an exchange under section 
1001) of a newly issued debt instrument 
for an existing debt instrument. 

(ii) Repurchase at a discount. An 
issuer realizes income from the dis-
charge of indebtedness upon the repur-
chase of a debt instrument for an 
amount less than its adjusted issue 
price (within the meaning of § 1.1275– 
1(b)). The amount of discharge of in-
debtedness income is equal to the ex-
cess of the adjusted issue price over the 
repurchase price. See section 108 and 
the regulations thereunder for addi-
tional rules relating to income from 
discharge of indebtedness. For exam-
ple, to determine the repurchase price 
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